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EUROPE AT THE CROSSROADS 

BETWEEN Agra and Delhi, surrounded by the wild 
woods and jungle of India, lies the deserted city of 
Fatipur Sikri. It is twenty-eight years ago that I 
entered its deep silence in the middle of the night, the moon 
throwing her mysterious light upon the sleeping walls and 
towers, which seemed to dream of the splendors and glories 
of centuries gone by. 

The memory of that picture remained deeply engraved 
upon my mind. In brown granite, that the rough hand of 
time had not been able to touch, there stood before me, prac- 
tically intact, the residence of mighty King Akbar. There 
were his palaces, his treasury and the buildings of other heads 
of departments, the house of worship and the strange little 
hall, shaped like a lantern, where, in the middle on a high 
pillar, presided the King, while in each of the four corners, 
from which narrow stone bridges led to the column in the 
center, sat a representative of each of the four leading religions : 
a Hindu, a Mohammedan, a Christian and a Jew. It was King 
Akbar's ambitious plan to take the best out of all creeds and 
to blend them into one great religion. He had wives of all 
these denominations (and probably more), whose individual 
houses still stand with all their grace and charm. 

Whoever visits this remarkable spot, with a mind not en- 
tirely barren of imagination and not completely devoid of 
reverence for the eternal growth and struggle of the human 
race, cannot but visualize a great leader, powerful and chival- 
rous, bold and refined, who sought to find a way of removing 
the causes for bloody strife and misery resulting from narrow 
intolerance, hatreds and jealousies between nations, creeds 
and races. It would seem that in his own way, he tried the 
experiment of a League of Nations — and today there is noth- 
ing left but deserted houses of brown granite standing silently 
in the wide wilderness. And what occurred five hundred 
years ago has happened over and over again a thousand, and 
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several thousand years ago. Then, as today, nations rose to 
their full glory and then tottered and fell into pitiful unim- 
portance and decay. 

Who can think of Egypt, Babylonia, Greece, Rome, Car- 
thage or Byzantium, and believe that modern Europe has a 
charmed life as a leader in progress and civilization ? We are 
prone to believe that the world has grown old and that certain 
conditions have reached the final forms in which they are to 
stay. But the world is as much in a state of flux as it ever was. 
The migration of the people is as active in our generation 
as it was 2,000 years ago. Our large steamers transport 
in a week more people than Hengist and Horsa or William 
the Conqueror carried into England. Civilization, starting in 
central Asia, kept on marching west — to Asia Minor, the 
Mediterranean and eastern Europe. A few generations hence 
will the historian find that it crossed the Atlantic and made 
America the standard bearer? Who knows? It will depend 
upon Europe's ability to arrest the present process of disin- 
tegration before it is too late. Let us hope that the well- 
springs of European civilization will not be laid dry. We can- 
not spare the inspiration and the contributions of the Old 
World. The decay of one country does not mean the corre- 
sponding rise of another. On the contrary, closely inter- 
related as all peoples are today, retrogression in one involves 
the lowering of the general level of the standards of living 
and progress of all. 

When men of science, clad in rags like beggars, are clean- 
ing the streets, because in following their literary pursuits 
they can no longer earn the pittance paid to the women that 
used to tidy up their rooms, when scientific books can no 
longer be printed on account of the expense involved, do we 
not see before our mind's eye the phantom of hundreds of 
Fatipur Sikris arising in Europe? 

A great war, like a severe illness, always leaves the par- 
ticipants in a condition of exhaustion, which can be overcome 
only after a long period of recuperation. The speed of the 
recovery depends upon the extent of the ravages, not only 
of the war, but also of the peace. The wiser the peace, the 
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sooner the return to normal economic conditions, and the 
quicker the accomplishment of the healing process. 

Violent social evolutions, like the transformation of slave- 
driven, pagan Rome into a Christian world of free men, or 
like the supremacy of the tiers etat as the result of the 
French Revolution, have left countries in a similar protracted 
state of intense suffering and confusion. 

Few people realize clearly enough that the world at present 
is suffering not only from the aftermath of four years of one 
of the fiercest wars ever conducted, and of two years of contin- 
ued extermination after the cessation of open warfare, with ac- 
tual peace still unaccomplished, but also from the consequence 
of a social evolution as far-reaching as those connected with 
the liquidation of the Roman Empire and the ancien regime. 
It is this combination of circumstances that renders the 
problem so complex and so desperately grave and should 
make us apprehend a long period of recuperation. 

Europe at present is like a big steamer sunk by a torpedo. 
It is idle to discuss today what kind of a Ritz restaurant or 
social hall she should have when she is afloat again. The first 
question is : " Can we raise her at all ? " The second is : "After 
we raise her, can we repair her engines and make her go ? " 
It is evident that we cannot raise her without first stopping the 
leak — the breach, still wide open, between France and Ger- 
many; we cannot make her go without straightening out her 
machinery — that is, without settling the labor question. When 
these two tasks are disposed of, I am confident the good old 
ship Europe will gradually right herself. It is to these two 
outstanding problems that we must devote ourselves, body and 
soul, if we want to save her from fatal disintegration. 

It will probably prove the greatest tangible result of the 
war that, all the world over, labor has ceased to be considered 
as simply a dead item in the cost sheet of production. Labor, 
instead of being a means, has become an end in itself, as (in 
the language of Immanuel Kant) is the unalienable right of 
every human being. 

At present the world is divided into four camps. On the 
far right and left we see the extreme and destructive wings of 
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capital and labor, respectively. We find the Bolshevist and 
his like as unmindful of the human rights of others as the 
ultra-capitalist and nationalist. Wedged in between these two 
there are progressive capital and constructive organized labor. 
It is by the union of these two constructive factions that we 
may hope to save what will prove worth preserving of our 
old society. Of these two, however, conservative organized 
labor in Europe has shown itself more capable and quicker to 
recognize its duties and opportunities than unorganized pro- 
gressive capital. Constructive organized labor has found 
ways to get together across national lines, and it has shown 
the courage and vision to think and act, both nationally and 
internationally at the same time. It is conservative organized 
labor in its various forms — let us make no mistake about it — 
that so far has stemmed the tide of Bolshevism in Europe. 
It is on the sanity and sagacity of the leaders of conservative 
labor, more than on any other factor, that Europe's hopes 
must rest today. 

Unlike the Bolshevist, conservative organized labor does 
not wish blindly to confiscate and destroy, but to preserve and 
construct. For that reason it does not approve of imposing 
on its former enemies contributions in excess of any endurable 
or practicable means of taxation, which would send the debtor 
nation on the certain road to complete depreciation of its 
currencies, with resultant bankruptcy and violent social up- 
heavals, such as have annihilated Russia. 

At the British Trades Union Congress held at Portsmouth 
during the summer, we find the Joint Committee on the Cost 
of Living submitting a report on money and prices, in which 
occur the following passages: "As regards the international 
aspect of the problem of high prices, we think that : (a) the re- 
establishment of peace throughout the world is a prime es- 
sential; (b) war indemnities should be defined and reasonable 
in amount." Other paragraphs from the report run as follows : 
" We look to the development of productive capacity all over 
the world to bring about ultimately a substantial fall in prices." 
" The Government should cease entirely to resort to bank 
credits to meet expenditure ", and, " The floating debt should 
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be wholly or largely repaid, the remainder, if any, being 
funded." Space prevents my mentioning other passages worth 
quoting and others worth contradicting; but the above ex- 
tracts are highly significant of the admirable progress of 
thought made in these circles. 

This progress is not confined to English labor, for we find 
the " Second International " at Geneva committing itself in 
the most unqualified fashion against Bolshevism and, at the 
same time, against the extreme clauses, or interpretations, 
of the Versailles Treaty. 

It is interesting and most encouraging to find progressive 
capital in Entente and neutral countries in practically com- 
plete accord with conservative organized labor on these 
points. In talking to enlightened leaders in London or Paris, 
Brussels or Amsterdam, and to Swiss and Scandinavian 
bankers, I did not find any divergence of opinion on the prop- 
osition that the determination of the maximum measure of 
indemnity that Germany would be able to bear, and survive, 
was the one outstanding question to> be satisfactorily dis- 
posed of before any headway could be made toward starting 
Europe on a course away from the social and economic col- 
lapse toward which she is now headed. 

British financiers were most outspoken in this respect. 
They are keenly alive to the fact that every day that the solu- 
tion of this problem is postponed means that Germany is 
sliding nearer the precipice, and it is realized that today she 
is dangerously close to the brink and that her plunge would 
no doubt involve others. British leaders complain bitterly about 
the powerful coterie in the English and the French press that 
keeps the public in ignorance of the true state of affairs in 
other countries, that fans hatred and suspicion and blocks the 
way to a fair settlement. 

But, somehow or other, leaders of business and finance have 
not been able, as effectively as labor has, to get across the na- 
tional border lines, cutting loose, if necessary, from the apron 
strings and embargoes of party governments. They have 
not been able to get together as independently upon a broad 
international program. Their efforts have remained unorgan- 
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ized, sporadic and timid, while the governments that hold 
them in leash have not been able to emancipate themselves 
from the sway and influence of the chauvinists. This is be- 
cause capitalist society, as represented by the various gov- 
ernments, has not been able to shake off its extremists as rapidly 
and as energetically as conservative labor has been able to. 
It is largely because of this and because these governments 
are too slow in retracing certain steps — taken inadvisedly, but 
explained by the temper, time and stress in which they oc- 
curred — that labor has lost its confidence in their efficiency 
and moral strength. Labor, therefore, defies their authority 
by recourse to so-called " direct action ". 

It is unnecessary for me to say that I am not an advocate 
of " direct action ", nor am I blind to the grave blunders that 
labor leaders have made. They have overreached themselves 
at times, like all other leaders. But no government can rest 
its success and authority upon the mere exploitation of the 
wrongs done by its opponents. If it wishes to survive, it is 
most essential that it clear its own skirts of mistaken acts 
or policies. At present the Bolshevists and radical labor find 
their strongest moral support in the mistaken deeds, past 
and present, of governments directed or controlled by the will 
or fear of the bitter-enders and militarists. 

Every revolution, born of rights wrongfully withheld, brings 
forth wild schemes that swing far beyond the line of reason, 
fairness or feasibility. Bolshevism is a case in point. Its 
insane, cruel and extreme methods and principles will ulti- 
mately bring about its own undoing. 

In the struggle between the masses and the classes neither 
side, however, can win by strong-arm methods. In the long 
run neither a dying form of government or creed, nor a new 
one aspiring to take its place, can maintain or assert itself 
by the use of the sword or the torch. Anarchism cannot 
effectively be fought by deportation, nor can it win by 
the use of dynamite. That form of government will ulti- 
mately prevail which most honestly lives up to the code of 
honor and ethics it professes and which goes farthest in observ- 
ing the law, within and without the national lines, of loving 
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one's neighbor as much as oneself, which, in other words, fully 
recognizes and respects the just rights of the other fellow. It 
is not a test of strength, it is a test of morals that the world is 
faced with, and the sooner we realize that fact and attack our 
problems from that angle, the sooner we shall emerge from our 
present difficulties. 

The masses, harassed and distressed by the present trying 
conditions, will not be satisfied until some satisfactory solu- 
tion is found. It will be one of the essential requirements of 
that solution to give labor a proper voice in the management 
of its affairs, an adequate living wage, a share in the profits, 
if possible, and perhaps some sort of direct influence in the 
government. The safest bulwark against Bolshevism is some 
practical experiment of this character, which would go to the 
utmost limit compatible with the strict observance of the prin- 
ciple of the sanctity of private property, the preservation of 
individual efficiency, and of strict submission to the majority 
rule of a parliamentary government. 

Germany is trying such an experiment at this time. She 
has enacted legislation making obligatory the organization 
of shop councils in every establishment employing more than 
a given number of hands. These councils have certain rights 
with respect to the working conditions of the employees and 
also may have one or more representatives on the boards of 
directors of corporations. Representatives of these councils 
are grouped together in superimposed organizations in order to 
deal with questions affecting an entire industry or profession. 
And finally, members of these larger organizations are dele- 
gated to act on the Economic Council of the entire Republic,, 
which council acts as an advisory body to the Parliament. One 
can readily see the vast possibilities of such a plan, which, in 
effect, creates a second house of non-political experts, on which 
all important unions, guilds and professions are represented. 
There would be no need or pretext for " direct action ", particu- 
larly if this body of experts in due course of time were endowed 
with the same rights and powers as the political chambers. It 
is not beyond the bounds of imagination to suppose that, instead 
of two political bodies, like the House of Commons and the 
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House of Lords, or the House of Representatives and the 
Senate, nations might in the future have one political and one 
economic parliament. From what I have been able to learn 
about President Millerand's plans, they appear to follow a simi- 
lar trend of thought in proposing to make the French Senate 
more representative of the guilds, trade unions and chambers 
of commerce of France. 

Recent history has shown that democratic, as well as auto- 
cratic nations, are delivered into war and into peace without 
being able to discover, express or assert their will. The people 
of the United States could neither go to war nor end it when 
they wished to, nor could they make their own peace. The 
recent election, with platforms and speeches on both sides that 
did not dare unequivocally to state what the victorious party 
would do, does not tell what the people really wanted. Why 
have both houses elected in the same unsatisfactory way? 
Would it not prove of the greatest advantage to elect as the 
second chamber a non-political body to which the best manu- 
facturers, the best engineers, the best bankers and the best rep- 
resentatives of labor and agriculture etc., would be delegated 
by their own professions? It is realized, of course, that for 
the United States a development on these lines must be consid- 
ered as entirely remote, but of all the interesting evolutions 
taking place in Europe at this time, it strikes me as one of 
the most significant and as One deserving our closest attention. 

Bolshevism seems dead one day and full of life and vigor 
another. But whether Lenin and Trotzky retain their stran- 
gle hold on Russia or whether they go under, a practicable 
solution must be found which will satisfy reasonable demands 
of labor. Without some such settlement labor, in many coun- 
tries, will not quiet down and increase production sufficiently 
to arrest the fall of their exchanges. Nor may we expect that 
without such a settlement labor will submit to the overwhelm- 
ing burdens of direct and indirect taxation, without which in- 
creasing inflation and ultimate bankruptcy cannot be avoided. 
The more desperate the economic needs of a country, the 
weaker the authority of its government, the greater must needs 
be the concessions made to labor. Italy is a case in point. 
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It is significant, furthermore, that after Germany was com- 
pelled at Spa to concede to the Allies the monthly delivery of 
two million tons of coal and the reduction of her army to 
100,000 men, she had to embark at once on a scheme for the 
nationalization of her coal mines, with a profit-sharing plan 
for labor and owners and with ultimate complete government 
ownership. Failure to offer some such plan would at once have 
played into the hands of the Independents or Spartacides and, 
at the same time, would have exposed Germany to the dangers 
threatening her from non-fulfillment of agreement in the punc- 
tual delivery of the coal. 

The inferences are obvious! 

If Germany fails in these scientific and orderly attempts 
to solve her labor troubles, it will lead to either more bolshe- 
vistic experiments or to reaction and civil war. If she suc- 
ceeds, on the other hand, how long will it be before other coun- 
tries will find that they will not be able adequately to increase 
their production unless they, too, grant similar concessions to 
labor? Should not victorious countries take care lest driving 
Germany to extremes might prove a boomerang for themselves ? 

Nationalization, or socialization, is a thought that casts a 
great spell upon the imagination of the laboring masses, even 
though from the fiscal as well as the economic point of view 
it has generally proved itself an inadvisable, uneconomic ven- 
ture, to be avoided wherever possible. But where economic 
and social conditions have become desperate, or where just de- 
mands of labor have been neglected too long, nothing will 
satisfy the exasperated masses but the fetish of nationaliza- 
tion, and radical concessions in one country will at once af- 
fect conditions in others. 

The great majority of the German people abhor Bolshe- 
vism; they are temperamentally an order-loving people with 
a passion for hard work, even though at present dishonesty, 
corruption and even barefaced robbery have made alarming 
inroads among the distressed masses. The great majority of 
the German people abhor reaction and are through with the 
militarists. They want to work out of their present distress, 
and pay any reasonable indemnity that may be imposed. In-. 
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dividually and collectively, however, they are at the end of 
their tether. They are undernourished — they still live on pitch- 
black bread, that during my stay contained only 20 per cent 
of flour — and tuberculosis is spreading at an alarming pace. 
Their death rate has increased tremendously. 1 Taxation in 
a hundred different forms takes an amazing proportion of their 
capital and income, while what little is left of their revenues 
commands only a fraction of its one-time purchasing power. 
With all that — though the item of revenue from taxes in 
the latest budget provides for an estimated increase from 
2,500,000,000 marks before the war to approximately 
30,000,000,000 marks per annum — a government deficit of 
some 60,000,000,000 marks still stares them in the face, which 
is being met by constantly printing more notes and treasury 
bills. Their ships, their colonies, the bulk of their foreign 
investments, about two-thirds of their ore mines and about one- 
third of their coal are gone ; a scarcity of coal has laid many 
industries idle and keeps the people freezing in houses which 
the rich have to share with the poor; their country is dis- 
organized through foreign occupation and internal troubles, 

1 A prominent New York paper recently carried a report from its Paris cor- 
respondent to the effect that the French were disappointed that the Germans 
did not pay. As a matter of fact, they have paid the Allies in kind some 
twenty billion gold marks, and they are paying every month two million tons 
of coal, amounting approximately to $30,000,000 per month. We have lost all 
sense of proportion if we do not realize the importance of these payments. It 
is sufficient to realize that $360,000,000 a year (that is some 30 billions in 
paper marks) is equal to approximately one-third of our pre-war budget. 
When we bear in mind what an effort it has been for France to pay off 
$150,000,000 of the loan which fell due in October, though she still has com- 
mand over a large volume of foreign securities owned by her nationals and 
though she has colonies, steamers and credit, while Germany has been stripped 
of all of these, it becomes clear enough that Germany is making very substan- 
tial payments at this time. Indeed, a close study of existing conditions may 
raise some doubts as to her ability to do much more, for, after all, it must be 
borne in mind that her government must always find ways and means to raise 
by taxation the equivalent of the coal that she surrenders every year, and it is 
this side of the problem that requires the most thorough examination. We gain 
some insight into the significance of these facts when we read the recent state- 
ment of the German minister of finance, that in order to pay for foreign secur- 
ities and properties, ships and other material so far turned over to the Allies 
(included in the above 20 billion gold marks paid in kind), the government had 
to incur a debt of approximately 131 billion paper marks ! 
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their military protection against riots and insurrections is 
totally insufficient and unreliable. How, on top of that, are 
they to pay fabulous indemnities and avoid bankruptcy and 
social disorder? With all the powers of a dictator, one would 
not know how to solve such a problem, and if any financier 
among the Allies or the neutrals can show how it can be done, 
he should promptly step forward and give the world the 
benefit of his advice. 

The danger of such a situation is that, if driven to despera- 
tion, even the sanest population might in the end surrender 
to the argument of the reactionary to the effect that, if all 
hope for a brighter future is to be abandoned, it might be better 
to open the doors to Bolshevism, in spite of its horrors, which 
then would engulf all Europe and give Germany a chance to 
start again on a level with her unforgiving victorious enemies. 
This is a dark picture, though I have not touched upon 
many aspects of the case that might have added to its gloom. 
However, there are silver linings to the clouds, hopeful ele- 
ments, to which we may cling. 

If I compare the impressions formed during my visit to 
Europe last year with those I have gained this year, I can- 
not deny that progress has been made, even though it is a source 
of keen disappointment that it has been so slow. Last year, 
upon my return, I stated that the most important thing to be 
done was to " prick the bubbles of false hopes and illusions ", 
that people, collectively and individually, would have to learn 
to live within their incomes and stop relying on further foreign 
assistance or on covering their deficiencies by continued re- 
course to government printing presses. I added then that the 
world's most determined efforts would have to lie in the di- 
rection of deflating ideas along with price levels, but that the 
real cure would come only through the pressure of hard neces- 
sity and suffering. It may amuse the reader to remember that 
last year these statements were novel. Today this is obvious 
and trite, and that in itself we may regard as a tremendous 
step in advance. Last year it took courage and vision on the 
part of leaders of thought and finance in England, on the 
continent and in the United States, publicly to subscribe to a 
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memorial that expressed similar ideas and recommended that 
countries should be placed in a position to issue loans secured 
by first liens on certain revenues, and that no country should 
be loaded down with financial burdens beyond its maximum 
capacity of taxation. But in the face of promises made by 
governments to the effect that the enemy would be made to pay 
for the entire cost of the war, it was believed impossible at that 
time to make the public submit to such advanced views. 

Today we see labor reconciled and strongly committed to 
this conservative course, and we find the Brussels Interna- 
tional Conference unanimously endorsing practically every 
principle and recommendation of the memorial — except that 
it was not permitted by the League of Nations to discuss the 
question of the indemnity. One witty member of the Con- 
ference is reported to have said that it reminded him of a 
doctor's consultation with a proviso that the physicians would 
be permitted to look at the patient's tongue but not to ex- 
amine his heart or lungs. While between the lines of several 
reports it could plainly be read that the Brussels committees 
would have had no difficulty in adopting the views of labor 
and of the memorialists with respect to the indemnity, it 
must be stated with sincere regret that in the face of the 
gravest economic disturbances and human suffering it took 
a full year to call together the leaders of finance, and that 
when they finally convened they had to submit to such a 
restriction. 

The remarks of the American " unofficial observer ", Mr. 
Boyden, were refreshing in these circumstances. Not being 
an invited member of the Brussels Conference, he felt, ap- 
parently, that he was not forbidden to express his mind. He 
said that in his opinion American men of affairs did not 
consider Europe a good business risk until it had settled its 
quarrels and the conqueror should meet the vanquished half 
way. These remarks called forth unfriendly comment in 
some European countries, and, as usual, the American press 
did not stand by the man who represented the United States 
in a foreign controversy. But can there be any doubt that 
Mr. Boyden was right? Hundreds of our men have gone 
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abroad in order to study European conditions and with the 
eager desire to do business. The tangible results so far (even 
though the floating credits granted through thousands of in- 
dividual transactions are estimated to amount to three and 
a half billion dollars) have been comparatively unimportant. 
If America really had full confidence in Europe, dollar ex- 
change would not sell at so extraordinary a premium in the 
strongest countries of the Old World. 

The economic disturbance caused by the war will not be 
fully overcome until surplus food and surplus raw materials 
existing in some countries are meeting the empty stomachs and 
idle hands existing in others. Given reasonably steady social 
and economic conditions, the surplus of goods will travel to 
meet unemployed and hungry people abroad; that is, capital 
will emigrate for a temporary or permanent stay in foreign 
lands. If, however, social and economic, that is credit, con- 
ditions are permitted to sink so low that capital dares no longer 
to undertake the venture, then idle hands and empty stomachs 
— as far as they survive and are capable of doing so — will emi- 
grate in order to meet the surplus of raw materials. The 
failure to make a real peace, the fatal procrastination in reach- 
ing a condition of finality, is gradually tipping the scales to- 
ward the crude and cruel method of a settlement by the flow 
of people rather than the flow of capital. The sooner we arrest 
the destruction of wealth and credit in Europe, the sooner shall 
we stem the threatening tide of European emigration which, 
if permitted to become an avalanche, will prove a grave men- 
ace to the Old as well as to the New World. 

Europe is at the crossroads of her destiny, and the decision 
whether she will sink or rise lies largely in the hands of 
France. In contemplating the present plight of France and 
Germany, I am led to compare poor France, with her de- 
vastated regions, to a man maimed in the war, showing the 
stump of a limb shot to pieces in the struggle. Germany, on 
the other hand, economically ruined, may be likened to a man 
infected to the core with tuberculosis, hopelessly doomed to 
death unless the disease is arrested but, to the casual observer, 
showing no outward signs of the dread malady. Can the poor 
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French invalid expect to regain his strength by a transfusion 
of blood from so wretched a body ? There are those in France 
who take the moderate and wise view that if Europe with her 
present form of social order and civilization is to survive, coun- 
tries must cease to carry on a war after peace, that they must 
stand together in removing the wreckage and in trying to 
salvage what can still be saved. Such men are at one with 
England and Italy in wishing the indemnity question settled 
promptly and on a reasonable basis. As against this school 
of thought, there are the " bitter enders ", who partly from 
hatred engendered by the war and partly from fear — both 
easily understood — say that Germany must be so loaded down 
with debts and deprived of her coal to such a degree that she 
can never recuperate. This would imply the reduction of a 
60,000,000 people to 40,000,000 by " peaceful penetration ", 
which is a polite expression for starvation, the ravages of dis- 
ease and wholesale emigration. The difficulty of such a 
course is that a country so completely ruined would be a 
bad debtor for France to have. Furthermore, social upheavals 
in Germany might prove contagious. Finally, as soon as the 
effect of such a course were fully understood, neither Europe 
nor we nor the majority of the French people — particularly the 
working classes — would tolerate it. I do not believe that the 
world wants to shoulder the responsibility of seeing the fate of 
Austria duplicated. My own feeling is that the moderate ele- 
ments in France are bound to prevail ultimately ; her financial 
and economic difficulties and her genuine anxieties are, how- 
ever, so real and so grave that it is most difficult for her to 
reach that conclusion. 

Victorious Germany, under the leadership of her militarists, 
overreached herself in 1871 and thereby created a condition 
which led ultimately to the catastrophe of 1 914. She over- 
reached herself again at Brest Litovsk and Bucharest. Poland 
did the same when attacking Russia, and Russia committed a 
similar blunder when attempting to overplay her victory be- 
fore Warsaw. The friends of France should help her to avoid 
the pitfalls of a similar course. I hope that Hegel's say- 
ing, " We learn from history, that men never learn anything 
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from history ", will not again prove true. No fair-minded 
person would deny that France is entitled to the most complete 
military protection against the risk of a military attack by 
Germany, and that she is entitled to special consideration for 
her industries crippled by the destruction of war and as large 
an indemnity as the German nation can possibly pay, but it is 
obvious that France stands to lose what she is fairly entitled to 
unless Germany is given a chance to work and become reason- 
ably prosperous. France, suffering, magnanimous and wise, will 
enjoy the sympathy and active support of all the world. The 
opposite course, it is to be feared, will lead to a rift in the 
Entente and a continuation of uncertainty, intrigue and de- 
struction, which Europe is in no condition to stand and survive. 

Men in all countries I visited asked me the question : "Do you 
believe that the United States are permanently through with 
Europe, or will you again take an interest in our affairs ? " My 
answer was that America, indeed, seemed somewhat tired of 
participation in European matters ; that a generous impulse had 
led the American people into a fight entered by them mainly 
for an unselfish and ideal motive, a fight for the respect of 
right, a war against war. The peace treaty and the subsequent 
developments had relegated to the background these larger 
issues to which we had committed ourselves. To have made 
this supreme effort and then to drop out would, to my mind, in 
the long run, satisfy America as little as it would Europe. 
In some form or other, I felt confident that America would 
come back into the fold, and if, by her hesitation, she should 
ultimately be instrumental in making the treaty and the League 
more compatible with her ideals and original conceptions, it 
might possibly compensate the world for the disappointments 
and hardships caused by her failure promptly to ratify the 
peace treaty. 

I asked them to be patient with us until after the election, and 
I cited to them our experiences with monetary reform. I re- 
minded them how the Aldrich plan had failed because, at that 
time, a Republican President had lost control of a Congress ruled 
by a Democratic majority ; how the Democrats in their platfrom 
damned this plan and any central banking system; and how, 
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once in full power, the National Reserve Association was evolved, 
not to say camouflaged, by them into the Federal Reserve 
System, improved in some parts, weakened in others, but carry- 
ing into effect the basic idea of the original plan. I told them 
that I believed, both platforms to the contrary notwithstanding, 
that if the Democrats should win, the treaty would be ratified 
with substantial reservations, and that if the Republicans came 
in, as I thought they would and should, the roles would be 
reversed and they would devise some modified association of 
nations to take the place of the Wilson League in its present 
objectionable form. I felt confident that we would show in no 
uncertain manner that we recognized our duties toward the 
world as a whole and that we would find ways and means to 
perform them to the limit — provided Europe made it possible 
for us. 

If there is any merit in the thoughts that have been expressed, 
it is obvious that exchanges and prices will not steady down to 
old or new levels, and that production will not get up full steam, 
until the indemnity question is satisfactorily disposed of. For 
Europe's prosperity depends upon a free exchange of goods 
amongst her nations. 

In the question of foreign exchange which is uppermost in 
everybody's mind across the Atlantic, all Europe considers itself 
as one unit matched against the United States. While there 
are those in Europe who fear the growing strength of the 
dollar and envy and blame us for being " hoggish ", there are 
others who congratulate themselves and us because we have 
been able to come back to the gold standard and, by subjecting 
ourselves to its straightjacket, have managed to put the brakes 
on unlimited further banking expansion and to make a suc- 
cessful start in deflation. They feel the healthy effect of our 
policy in the uncomfortable rise of the dollar, which registers 
the difference between their condition of inflation and ours and 
thus indirectly applies the brakes to them, and they hope that 
in due time they, too, may be able to follow our lead. Mean- 
while they realize that we must deflate faster than they, be- 
cause, unless our prices recede, the high rate commanded by the 
dollar would debar them from buying any substantial measure 
of our goods. 
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On the whole, it must be the policy of European countries 
to buy as little as possible from us and as much as possible from 
one another. For strong European countries, however, 
(primarily for England) this has involved the difficulty that 
selling to weak European peoples means placing goods largely 
on long-term credit, while for most of the law materials we 
exact cash. This means that the weaker countries have been 
permitted adversely to affect the exchanges of the stronger, and 
this movement has been further accentuated by the fact that 
the stronger European countries have invested billions in the 
weaker ones, often buying the latter' s most treasured properties 
for a " song ", owing to the bankruptcy prices of the exchanges 
of some of the broken-down nations. 

The financial policies of England, France and some of the 
neutrals have, of necessity, involved a corresponding loan and 
currency expansion, a higher rate of exchange for the dollar. 
It has involved a willingness on the part of these countries to 
submit to a corresponding rise in the cost of living for the 
present in order to secure for the future the undoubted benefit 
to be derived from these foreign investments. From what I 
could gather, however, British financiers feel that they have 
gone about as far on the road of banking expansion as they 
can safely afford to go, and I should not be at all surprised to 
see London follow a more energetic plan of fighting further 
loan expansion. Ultimately, such policy, if applied, is likely 
to lead in Europe to greater unemployment, enforced reduction 
of prices and a greater willingness on the part of labor to in- 
crease production. We may thus live to see an adjustment of 
prices brought about at the cost of acute suffering, because we 
proved incapable of effecting it through voluntary efforts to- 
ward curbing extravagance and speculation, toward increasing 
production and saving, and because we floundered and failed 
in getting the world back promptly on a genuine peace footing. 

The danger of the course now to be envisaged is that a period 
of acute unemployment may be contemplated without alarm 
only in countries where it is not likely to cause violent politi- 
cal and social unrest. 

We all know the cruel sufferings and the social unrest that 
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follow in the wake of a prolonged, unreasonable and unhealthy 
increase of prices. For six years the consumer has been trying 
in vain to catch up with the rising cost of living, while the pro- 
ducer and trader have had their innings. We have now entered 
upon a period when the producer and trader will have to try 
to catch up with falling prices, and when the consumer — 
particularly the person with small fixed income — will come 
back more nearly into his own. As the rise was painful, so 
must be the fall. To have been the first to arrest this crazy and 
destructive rise of prices before it took still graver forms, is a 
real contribution on the part of the United States, for which 
the world owes us a debt of gratitude, even though our farmers 
and producers may find it hard to reconcile themselves to that 
view. I think we are most fortunate at this time to have a 
Secretary of the Treasury and a Governor of the Federal Re- 
serve Board who are courageous and conscientious enough to 
disregard the political point of view and to hold to the course 
that clearly is best for the country, even though it may be un- 
popular and subject them to bitter and unfair attacks. 

If there is common accord, now endorsed by the Brussels 
Conference, to the effect that one great government scheme could 
not be found to bring relief, then hundreds of thousands of 
individual transactions — large and small — must ultimately 
build the bridge across the ocean. As long as things are dark 
and puzzling in Europe, the scope of each individual effort — 
no matter how ambitiously it may be planned — will probably 
remain within moderate limits. With banks extended to capa- 
city on both sides of the Atlantic, there is no use blinking the 
fact that today we are rapidly nearing a dangerous impasse, 
which can be broken only if hope and confidence are restored 
in Europe. As the Old World settles down, as the clouds 
rise, our participation is bound to grow in importance. For 
when that time comes, we cannot be content to live in snug 
affluence while the rest of the world suffers want. Human 
lives and the progress of humanity will then prove more valu- 
able than a few points more or less in the strength of our 
banking reserves. 

There are certain things, however, which even today we can- 
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not afford to neglect, unless, indeed, we are resigned to appear 
to the world as hopelessly selfish or inefficient. I must confess 
that I felt shocked and humiliated when bankers in London told 
me that at this time shippers in foreign lands were abandoning 
again the use of American bankers' acceptance credits and turn- 
ing again by preference to the use of English credit facilities. 
They also told me that American acceptances were " melted " 
in London (that is, rediscounted there), and they asked; in all 
sincerity, whether there was any discount market at all in the 
United States outside of the Federal Reserve banks. Think 
what it means that at approximately equal discount rates (ours 
being lower at present than the London rate) , our dollar accept- 
ances should go for discount to London and our credits should 
not be used or not be available at a time when the dollar in 
world markets sells at a premium of over 25 per cent above the 
pound sterling, and when the natural preference of a would-be 
drawer should be to use acceptance credits in the country whose 
exchanges are highest arid fluctuate the least. " Something 
is rotten in the state of Denmark ", and we must make haste 
to cure these conditions, fair neither to ourselves nor to 
England, which is very anxious to see us assume our proper 
share of the burden of financing the trade of the world. If, 
with all the odds in our favor, we cannot now put dollar ex- 
change on the map, we might just as well give up our hopes 
and ambitions for America to become a world banker. 

A French banker said to me : " Has it occurred to you that in 
the future, whenever we shall have an acute international polit- 
ical crisis, we are likely to have a financial panic?" I asked him 
what he meant, and he said that the policy adopted by some 
countries with respect to the treatment of private property was 
certain to have that effect. " Suppose ", he said, " as an illus- 
tration, that there should arise a critical disagreement between 
England and France; the bankers of both countries would at 
once begin to withdraw their mutual balances and securities for 
fear of confiscation in case of war. That would undoubtedly, 
in every case, precipitate a panic." I believe our bankers ought 
carefully to study this very serious question. We have nothing 
to gain and much to lose by joining in a policy of disregarding 



620 POLITICAL SCIENCE QUARTERLY [Vol. XXXV 

the rights of private property. We shall probably, in the 
course of time, become the largest owners of foreign securities 
and properties, which would become endangered in case we 
were drawn into any war. To me, however, it is of greater 
interest that nothing be done that might stand in the way of 
making the United States the gold-reserve country of the world. 
Bank balances here and bills on the United States ought to be- 
come the favorite reserve investment for all the world, and in 
order to become that, there must not be any vestige of a doubt 
as to their safety in times of peace as well as of war. It may be 
interesting to note that the Transvaal Parliament has decided 
to indemnify enemy owners of confiscated property by offering 
them the equivalent in Transvaal bonds, so that there is an 
important precedent that we might follow. Let us bear in 
mind that from the small seeds of thoughtless blunders have 
grown the big catastrophes that have shaken the world. 

Exchanges cannot be rehabilitated by the magic touch of large 
loans. It is the degree of productivity of a country and its fiscal 
policy that will ultimately determine the level on which prices 
and foreign exchanges may become stabilized. Increased pro- 
ductivity and a stern fiscal policy cannot thrive, however, except 
where there is peace, where there is hope and a willingness to 
respect law and order. A constructive peace between estranged 
nations and classes must be our first goal. As we succeed in 
reaching it, and I firmly believe we still can, the financial and 
economic problems will solve themselves one by one. If we 
miss this aim, if the rudder slips from constructive hands, no 
one can tell how far into uncharted seas our craft may drift. 

Paul M. Warburg. 

New York City. 



